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GENEVA PASS HORMATS,PARIS PASS WENDT.DELIVER OPENING OE BUS. 

E.O. 11652: N/A 

TAGS: UNCTAD, EAID 

SUBJECT: UNCTAD - COMMON FUND 

REFERENCE: GENEVA 7499 

LFOLOWING IS GUIDANCE FOR HORMATS'USEIN SCUSSING CTAD 
SECRETARIAT PAPER (REFTEL) DURING PRIVATE MEETING ON 
THE COMMON FUND. 
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2. IN GENERAL, WE DO NOT BELIEVE THAT THE DISCUSSION 
NOTE REPRESENTS A USEFUL BASIS FOR FUTURE CONSULTATIONS. 

THE PAPER IS MISLEADING IN ITS CLAIMS OF AGREEMENT ON 
SUCH QUESTIONS AS OBJECTIVES AND CAPITAL STRUCTURE OF 
THE FUND. FURTHERMORE, IT SUGGESTS A MODEL NOT FAR RE- 
MOVED EROM THE CURRENT G-77 PROPOSAL, WHICH WE HAVE ALREADY 
FOUND UNWORKABLE. WE CONTINUE TO BELIEVE THAT THE GROUP 
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B PROPOSAL-WHICH HAS YET TO RECEIVE SERIOUS EXAMINATION 
BY THE G-77-PRESENTS THE MOST PROMISING APPROACH EOR 
CONSTRUCTIVE NEGOTIATION ON A COMMON FUND. THE FOLLOWING 
COMMENTS ARE KEYED TO SUBJECT HEADINGS IN THE UNCTAD 
PAPER. 

3. OBJECTIVES: WE DO NOT ACCEPT AS A GENERAL OBJECTIVE 
OF THE FUND QUOTE TO IMPROVE MARKET STRUCTURES IN 
INTERNATIONAL TRADE IN COMMODITIES UNQUOTE. IMPROVEMENT 
OF MARKET STRUCTURES MUST BE THE FUNCTION OF PRODUCER- 
CONSUMER ARRANGEMENTS ON INDIVIDUAL COMMODITIES. AS THE 
GROUP B PROPOSAL SUGGESTS, THE FUND'S BASIC OBJECTIVE 
SHOULD BE TO FACILITATE THE FINANCING OF ICA BUFFER 
STOCKS. 

4. PURPOSES: STOCKS. BESIDES FACILITATING FINANCING 
OF INTERNATIONAL BUFFER STOCKS, WE ARE WILLING TO 
CONSIDER ARRANGEMENTS UNDER WHICH THE FUND COULD FACILI- 
TATE THE FINANCING OF INTERNATIONALLY-COORDINATED NATIONAL 
STOCKS. HOWEVER, WE DO NOT BELIEVE THAT THE COMMON FUND 
SHOULD FINANCE PRODUCER-HELD STOCKS NOT ESTABLISHED UNDER 
A PRODUCER-CONSUMER AGREEMENT. IF PRODUCERS 

AND CONSUMERS ARE UNABLE TO REACH AGREEMENT ON AN ICA, 

WE FAIL TO SEE HOW MEANINGFUL COORDINATION OF STOCK AND 
PRICE POLICIES COULD TAKE PLACE IN A QUOTE CONSULTATIVE 
GROUP UNQUOTE. 
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5. OTHER MEASURES. WE DO NOT BELIEVE THERE IS A NEED 
FOR A FINANCIAL ROLE FOR THE COMMON FUND IN THE AREAS OF 
OTHER MEASURES. EXISTING DEVELOPMENT INSTITUTIONS HAVE 
NOT BEEN FOUND LACKING IN EITHER FUNDS FOR NON-BUFFER 
STOCK ACTIVITIES OR QUOTE COMMODITY FOCUS UNQUOTE. 
FURTHERMORE, IF INTERNATIONAL ACTION IS REQUIREDIN AREAS 
WHERE THESE INSTITUTIONS HAVE NOT FOCUSSED THEIR RESOURCES 
SUFFICIENTLY (E.G. TRADE PROMOTION, R&D), WE ARE WILLING 

TO CONSIDER ACTION-INCLUDING APPROPRIATE FINANCING- 
WITHIN THE FRAMEWORK OF INDIVIDUAL PRODUCER-CONSUMER 
ARRANGEMENTS, INCLUDING PRODUCER-CONSUMER ARRANGEMENTS 
COVERING COMMODITIES FOR WHICH PRICE STABILIZATION MEASURES 
ARE FOUND TO BE EITHER NOT APPROPRIATE OR NOT WORKABLE. 

IN ADDITION, AS WE INDICATED IN THE NOVEMBER NEGOTIATING 
SESSION, WE ARE WILLING TO CONSIDER A PROPERLY DESIGNED, 
NON-FINANCIAL, COORDINATING ROLE FOR A COMMON FUND IN 
THE AREA OF OTHER MEASURES. 

6. SOURCES OF FINANCE AND CAPITAL STRUCTURE. IN 
CLAIMING QUOTE ACCEPTANCE OF THE NEED FOR SUBSTANTIAL 
DIRECT CONTRIBUTIONS TO THE PAID-IN CAPITAL OF THE FUND 
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UNQUOTE, THE UNCTAD PAPER HAS DISTORTED CERTAIN RECENT 
EXPRESSIONS OF THE US VIEW. WE DO NOT ACCEPT THE NEED 
FOR DIRECT CONTRIBUTIONS TO THE FUND'S CAPITAL STRUCTURE. 

OBVIOUSLY, IF A COMMON FUND IS ESTABLISHED, IT WILL IN- 
CUR ADMINISTRATIVE COSTS, AND IF THE US DECIDES TO PARTI- 
CIPATE, WE WOULD ACCEPT AN EQUITABLE SHARE OF THE 
BURDEN OF SUCH ADMINISTRATIVE EXPENSES. HOWEVER, A 
CONTRIBUTION FOR ADMINISTRATIVE COSTS SHOULD BE CLEARLY 
DISTINGUISHED FROM THE CAPITAL REQUIREMENTS FOR 
FACILITATING BUFFER STOCK OPERATIONS. IN OUR VIEW, 
REINFORCED BY RECENT CONSULTATIONS WITH INTERNATIONAL 
BANKING EXPERTS, THE FUND'S FINANCIAL VIABILITY WILL 
NOT DEPEND ON DIRECT PAID-IN CAPITAL FROM GOVERNMENTS. 
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RATHER, ITS FINANCIAL VIABILITY AND CREDITWORTHINESS 
WILL BE A FUNCTION OF ADEQUATE DEPOSIT LEVELS FROM 
THE ICAS AND SOUND MANAGEMENT BY MEMBER ICAS AND THE 
FUND ITSELF. WE CONTINUE TO SUPPORT THE GROUP B PROPOSAL 
FOR POOLING THE CASH AND BORROWING RESOURCES OF ICAS AS 
THE MOST EFFECTIVE METHODS OF ACHIEVING A FINANCIALLY 
VIABLE FUND WHILE PRESERVING ICA AUTONOMY. 

7. VOLUNTARY CONTRIBUTIONS. USE OF VOLUNTARY CONTRIBU- 
TIONS TO SUPPORT BUFFER STOCK OPERATIONS WOULD NOT BE 
CONSISTENT WITH OUR POSITION THAT BUFFER STOCK FINANCING 
SHOULD BE THE RESPONSIBILITY OF PRODUCERS AND CONSUMERS 
IN INDIVIDUAL ICAS. 

8. CASH CONTRIBUTIONS THROUGH THE ICAS: TO CALL ON 
EACH ICA TO DEPOSIT ONLY 25 OF ITS FINANCIAL REQUIRE- 
MENT WITH THE FUND, WHILE GOVERNMENTS WOULD DIRECTLY 
PLEDGE THE REMAINING 75 TO THE FUND IN THE FORM OF 
CALLABLE CAPITAL, IS UNACCEPTABLE TO US. UNDER THAT 
SORT OF ARRANGEMENT US CALLABLE CAPITAL COULD BE USED 
TO SUPPORT DIRECTLY ICAS OF WHICH WE ARE NOT MEMBERS. 

THE UNCTAD PROPOSAL ALSO DOES NOT ACCORD WITH SOUND 
FINANCIAL PRACTICE. ICAS WOULD LACK A STRONG INDUCE- 
MENT TO ACT RESPONSIBLY, SINCE THEIR OPERATIONS WOULD BE 
FINANCED ONLY TO A SMALL EXTENT BY FUNDS FOR WHICH THEY 
WOULD BE DIRECTLY ACCOUNTABLE. FURTHERMORE, PLEDGING 
CALLABLE CAPITAL DIRECTLY TO THE FUND WOULD IMPLY GIVING 
THE FUND UNDESIRABLE LEVERAGE OVER ICA OPERATIONS. 

9. SECOND WINDOW: AS NOTED IN PARA 5 ABOVE, WE DO 
NOT SEE THE NEED FOR A SECOND WINDOW. THE FACT THAT 
SOME GOVERNMENTS MAY HAVE PLEDGED CONTRIBUTIONS 
TO THE COMMON FUND DOES NOT RELIEVE THE CONFERENCE 
LIMITED OFFICIAL USE 
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OF ITS RESPONSIBILITY TO JUSTIFY THE SPECIFIC FUNCTIONS 
OF THE FUND ON THEIR MERITS. 

"RGANIZATION, MANAGEMENT AND VOTING: THESE 
INSTITUTIONAL ARRANGEMENTS, WHICH ARE CRUCIAL TO THE 
EFFECTIVENESSOE THE EUND, WILL NEED TO BE CONSIDERED IN 
THE LIGHT OF AGREEMENT ON THE FUND'S PURPOSES AND 
CAPITAL STRUCTURE. AT THIS TIME, IT IS STILL PREMATURE 
TO MAKE JUDGEMENTS ABOUT SPECIFIC PROVISIONS, SUCH AS 
VOTING. THE GENERAL CONSIDERATIONS WHICH WE WOULD 
EXPECT ANY INSTITUTIONAL ARRANGEMENTS TO REELECT 
INCLUDE: OPERATIONAL EFFICIENCY, ADEQUATE SAFEGUARDS FOR 
PRODUCER AND CONSUMER INTERESTS, AND REPRESENTATION 
OF PRODUCERS AND CONSUMERS ACCORDING TO THEIR PARTICIPA- 
TION. COMMERCIAL BANKERS HAVE EMPHASIZED TO US THAT 
INSTITUTIONAL ARRANGEMENTS WILL HAVE A CRITICAL BEARING 
ON THE EUND'S CREDITWORTHINESS. VANCE 
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